REAL ESTATE EXCISE TAX (REET)
ANALYST: JAKE TRACY

REET 1
	
	
	2021-2022 Proposed
	
	2023-2024 Projected
	
	2025-2026 Projected

	Revenues
	
	$15,806,775
	
	$16,534,000
	
	$15,590,000

	Expenditures
	
	($13,293,000)
	
	($16,234,000)
	
	($13,290,000)[footnoteRef:1] [1:  This number differs from the one contained in the REET 1 financial plan. Executive staff state that this is the correct amount.] 


	Major Revenue Sources:  Real Estate Excise Tax



REET 2
	
	
	2021-2022 Proposed
	
	2023-2024 Projected
	
	2025-2026 Projected

	Revenues
	
	$13,692,000
	
	$16,585,643
	
	$15,641,137

	Expenditures
	
	($13,317,000)
	
	($16,234,000)
	
	($15,290,000)

	Major Revenue Sources:  Real Estate Excise Tax




DESCRIPTION

King County levies two Real Estate Excise Taxes (REET) on sellers of real property in unincorporated King County. Each tax is 0.25% of the property value and each is regulated by both State law and the King County Code.

REET 1 is permitted by State law to be used to finance capital improvements that are listed in the capital facilities plan element of the Comprehensive Plan, or for housing relocation assistance.[footnoteRef:2] The King County Code specifies that these proceeds may only be used “for capital needs of the unincorporated area of the county.”[footnoteRef:3] [2:  RCW 82.46.010]  [3:  K.C.C. 4A.200.580] 


REET 2 is permitted by State law to be used for limited types of capital projects identified in the capital facilities plan element of the Comprehensive Plan, including, through the end of 2025, capital facilities for those experiencing homelessness or for affordable housing projects.[footnoteRef:4] King County Code requires that REET 2 only be used for the "planning, construction, reconstruction, repair, rehabilitation or improvement of parks located in or providing a benefit and open to residents of the unincorporated area of King County.”[footnoteRef:5] [4:  RCW 82.46.035]  [5:  K.C.C. 4A.200.590.E] 


The chart below shows REET revenues (both actual and projected) from 2010 through 2029.

REET Revenue 2010 Through Projected 2029
[image: ]
Source: Executive Proposed Budget

SUMMARY OF PROPOSED BUDGET AND CHANGES

REET 1 proceeds are proposed to be used for three purposes:

· $474,800 for debt service. This includes:
· $215,800 for debt service on new bonds to be used for two Roads projects: the 277th St bridge replacement and Tokul Creek bridge replacement. The Executive proposes to commit REET funding to debt service for these bridge replacement projects over the 30-year life of the bonds. The narrative notes that the executive also intends to request REET 1 proceeds to pay 30-year bonds on two additional bridge projects beginning in the 2023-2024 biennium.
· $259,000 in CFT-related debt which will be retired after 2022.
· $6.02 million transferred to Roads Capital to support capital projects in the unincorporated area right-of-way[footnoteRef:6] [6:  See the separate staff report section on the Roads Capital fund for more information on specific projects – both those proposed to receive a direct transfer and those for which REET is proposed for debt service.] 

· $6.80 million to support Parks capital projects in unincorporated areas.[footnoteRef:7] [7:  See the separate staff report section on the Parks Capital fund and FMD, Parks, Recreation and Open Space fund for more information on specific projects.] 


Although REET 1 has historically been used for Parks projects, as part of the 2017-2018 budget, the Council directed $3 million in REET 1 revenues to the Roads Services Division, and this precedent was continued in the 2019-2020 budget, with $6.7 million being transferred from REET 1 to the Roads Services Division. The financial plan transmitted with the 2021-2022 budget ordinance shows that the estimated expenditure for the 2019-2020 budget is lower than the appropriated amount, at roughly $6.02 million.

As noted above, committing REET 1 funds to debt service on Roads Services Division projects would be new policy.

REET 2 proceeds are being used for two purposes:

· $2.50 million for debt service on the Parks Central Maintenance Facility
· $10.81 million to support Parks capital projects.[footnoteRef:8] [8:  See the separate staff report section on the Parks Capital fund and Parks, Recreation and Open Space fund for more information on specific projects.] 


KEY ISSUES

ISSUE 1 – USING REET PROCEEDS FOR  ROADS DIVISION DEBT SERVICE PAYMENTS

Although a portion of REET 1 proceeds have been transferred to the Roads Services Division for capital projects since the 2017-2018 biennium, the Executive's proposal would, for the first time, commit REET 1 funding to debt service on bridge projects undertaken by the Roads Division. The bonds incurred to complete these bridge projects would require 30 years of debt payments, which the Executive proposes to commit the REET 1 fund to providing. 

The Executive proposes bond financing for one bridge project a year from 2021 through 2024,[footnoteRef:9] with debt service payments for these projects increasing to $1.4 million per year by 2025 when all bonds have been issued. Based on the August 2020 OEFA forecast, this would represent approximately 17.6% of annual REET 1 proceeds in that year. However, projections in the financial plan also show the Roads Division's direct appropriation from REET reduced by roughly two-thirds for the 2025-2026 biennium compared to 2021-2022 – therefore more than half of REET 1 proceeds would still be allocated to Parks. The Executive states that, in the event of lower REET proceeds for Parks capital projects in future years, Parks will continue their work with PSB to prioritize projects. [9:  See staff report section on the Roads Capital Fund for more information on these projects.] 


Committing REET 1 proceeds to bridge-related debt payments on 30-year bonds is new a policy for Council consideration.
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2022 As the chart below shows REET revenues are antlcpated to be apprxomately $14 mIHIOh to $16
million per year through 2029.

REET REVENUE 2010 THROUGH PROJECTED 2029
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By County and state policy, REET is spent on projects benefiting the unincorporated area, primarily on
parks capital projects. Since rvenues in 2019-2020 are lower than expected the 2021-2022 Executive
Proposed Budget allocates $5.6 million to pay for existing projects that were previously approved. In
addition REET will be used to fund the following expenditures.

e $17.6 million for Parks to fund various projects including additional land conservation funding,
partial funding of the Parks Central Maintenance Shop, and other projects.

e $2.5 million for debt service for the central maintenance shop existing projects and to pay for the
design and construction of two brldge replacements This fund also reserves future REET revenue

Clifton Curry

¥ Angelica Calderon

Tillery Williams

# Mary Bdlrguignon

——
Jeff Muhm '
\ A

% Andy Mi

Jenny Giambatti...

Miranda Leskinen Erica Newman

¥ Mike Reed v 0 9 ¥ Leah Krek el

e

Terra Rose Peggy Pahl April Sanders

11PM

9/23/2020




